Using an econometric procedure that corrects for both self-selection of individuals into their preferred compensation scheme and wage endogeneity, this study investigates whether significant differences exist in the job satisfaction of individuals receiving performance-related pay (PRP) compared to those on alternative compensation plans. Using data from four waves of the British Household Panel Survey (BHPS), it is found that PRP exerts a positive effect on the mean job satisfaction of (very) high-paid workers only. A potential explanation for this pattern could be that for lower-paid employees PRP is perceived to be controlling, whereas higher-paid workers derive a utility benefit from what they regard as supportive reward schemes. Using PRP as an incentive device in the UK could therefore be counterproductive in the long run for certain low-paid occupations.
Introduction
When faced with the classical agency problem, whereby the interests of the worker and the firm are misaligned, reward mechanisms will be designed in such a way that induces employees to act in their employers' best interests. Mirlees (1976) and Holmström (1979) were among the first to demonstrate the theoretical dominance of performance-related pay (PRP) over alternative reward systems when monitoring effort is costly and imperfect. Indeed, such incentive schemes have increasingly found favour in many organisations in the UK, as well as in many other advanced economies. In fact, the widespread use of incentive rewards in boardroom pay deals in the private sector, as noted by Murphy (1999) , has now also become common practice in the public sector. For example, the use of explicit incentives to enhance the provision of public sector services is an important component of the UK Government's public service modernisation agenda (Burgess and Ratto, 2003) .
Notwithstanding the substantial insights that agency analysis has offered with respect to resolving the problem of 'moral hazard' in the workplace, a number of shortcomings have now been pointed out. The thrust of these arguments is that the introduction of incentive pay schemes may lead to non-optimal responses, with adverse consequences especially in jobs where workers make substantial unobservable contributions to the value of the firm. For example, rewarding workers based only on a subset of tasks may induce them to manipulate the compensation system to their advantage, a phenomenon referred to as "multitasking" by Holmström and Milgrom (1991) and Baker (1992) . In this case the worker will direct his entire effort towards those activities that are directly rewarded, to the detriment of other equally valuable tasks for the firm. Subjective appraisal has been heralded as a solution to this problem as it can take a holistic view of performance, encompassing the totality of contributions by workers. However, subjective performance evaluation is no less contentious.
Supervisors may be more lenient in their evaluations in order to avoid conflicts, generating what Prendergast (1999) refers to as "centrality" or "leniency" bias. On the other hand, workers may attempt to creep up to their supervisors in order to influence their subjective evaluation and hence derive personal advantage. Added to these problems are assertions that financial incentives are likely to undermine collaboration and team work, emphasize the power asymmetry between management and workforce, and reduce risk taking, creativity and innovation (Kohn, 1993) .
In addition to the aforementioned objections to incentive pay, there are also concerns that were firstly identified in the social psychology literature. The contention is that the use of extrinsic incentives may erode intrinsic motivation and satisfaction, which will ultimately have counterproductive effects on productivity and profitability (Deci, 1971; Lepper et al, 1973) . These claims, which constitute 'one of the most important anomalies in economics' (Frey and Jegen, 2001) , have, nonetheless, not been mirrored in the empirical evidence reported by economists. For example, Lazear (2000) shows significant positive effects of incentive pay on productivity (in the range of a 44-percent gain) in his unique dataset of a firm (Safelite Glass Co.) that underwent changes in its compensation practices. Nevertheless, it may be that economists have identified the short run benefits of incentives, and any long run negative effects on motivation and job satisfaction postulated by psychologists have yet to be witnessed in the data.
A careful examination of the link between PRP and job satisfaction may therefore unveil significant insights into the workings of incentive pay, and the manner in which it affects productivity in the longer run. In addition, since the choice of compensation strategies by firms is likely to reflect their optimal weighting of costs and benefits given the nature of their production technology, it is expected that the aggregate workforce will be sorted into jobs that offer PRP and those that pay straight salaries. Therefore, it is the primary aim of this paper to examine how the increasingly changing nature of compensation methods has affected attitudes towards jobs by otherwise similar individuals. To do so we follow the practice of an ever-increasing number of economists who use self-reported job satisfaction data to proxy workers' perceptions of the quality of their jobs. Based on the theoretical underpinnings of economic and psychological models no unambiguous prediction regarding the difference in job satisfaction between workers receiving PRP and those that do not can be made a priori.
Nonetheless, the disparity in the psychological processes and in the workplace experiences facing the two types of workers leads to the expectation that the salient determinants of job satisfaction are not the same for both groups. There are therefore good reasons to believe that various socio-economic determinants exert a differential impact on the job satisfaction determination processes of workers on alternative compensation schemes.
One such determinant is the absolute wage that workers receive in exchange for their effort, which is also the one that is most likely to differ among workers on dissimilar reward schemes. Taking into account its relative importance among the set of variables affecting job satisfaction, the analysis that follows has also attempted to correct for the endogenous nature of the income-job satisfaction relationship. This constitutes another important contribution of this paper, as the majority of the literature on job satisfaction has usually assumed exogeneity in the independent variables. This paper is therefore an investigation of differences in work attitudes between individuals who receive PRP and those who are rewarded with other methods of pay, having controlled for the endogeneity in wages. It builds on the earlier work of Pouliakas and Theodossiou (2004) who show that a significant difference in the job satisfaction of PRP and non-PRP workers exists, once one corrects for the simultaneous relationship between job satisfaction, incentives and wages. However, in that paper no interaction was allowed between the individual's pay status and other characteristics.
In contrast, by undertaking a separate analysis for PRP and non-PRP employees this study succeeds in revealing their utility differences across the full spectrum of wages.
Using waves 8 to 11 of the British Household Panel Survey (BHPS), and after plotting the 'predicted job satisfaction-wage' profiles of the two types of workers, a scissorshaped graph is uncovered which shows that PRP has a beneficial impact on the job utility of (very) high-paid workers only.
The remainder of the paper is organised as follows. In the next section a brief review of the literature on subjective well-being will be presented, followed by an examination of the theoretical predictions regarding the incentives-job satisfaction relationship. In section 3 the data is described and summary statistics are displayed.
Section 4 details the econometric methodology used in the paper. The econometric estimates of the job satisfaction regressions for the two types of workers are then presented in section 5. Finally, conclusions are offered in section 6.
Well-being, Job Satisfaction and Incentives

Subjective Well-Being and Job Satisfaction
A surge of interest among economists in recent years regarding the use of subjective well-being (SWB) survey questions has led to a broad consensus that these can be used as an empirical proxy for the theoretical concept of 'utility'. Though this is in direct contrast to the axiom of revealed preferences that has dominated traditional microeconomic thinking, this initiative has followed the pioneering work of psychologists who have long verified that different measures of SWB are often mutually consistent. Indicatively, Kahneman et al (1997) showed that self-reported SWB is correlated with the evaluation of the individual's experience by a third party observer, while Kahneman et al (1999) showed that SWB varied with physiological measures of changes in facial muscles, such as the amount of smiling or frowning.
Moreover, Van Praag (1991) demonstrated that members of the same language community tend to display a degree of homogeneity in their understanding of the concepts of welfare, well-being and happiness. Nonetheless, problems associated with the use of subjective happiness data have been identified. These include the adaptation phenomenon (Easterlin, 2001 ) and the potential divergence between remembered utility and experienced utility (Kahneman et al, 1999) .
More importantly, the justification for studying subjective assessments of job satisfaction is that they have been found to be strongly correlated with observable employee events and actions, such as quits, absenteeism and worker productivity (Freeman, 1978; Clegg, 1983) . Recently, numerous interesting findings appear to have emerged in the literature. For example, unemployed individuals consistently report substantially lower levels of well-being than the employed, and their level of well-being is permanently 'scared' as a consequence of their unemployment experience (Clark and Oswald, 1994; Theodossiou, 1998) . The judgement of individuals about their own past and future financial situation is also important (Easterlin, 2001; Lydon and Chevalier, 2002) . Furthermore, the relative wage is also shown to be significant as far as job satisfaction is concerned (Clark and Oswald, 1996; Clark, 1999; Grund and Sliwka, 2003) . With regard to personal characteristics, the key results to have emerged are that males tend to have lower levels of job satisfaction than females (Clark, 1997) , union members are less satisfied with their jobs compared to non-union members (Blanchflower and Oswald, 1999; Drakopoulos and Theodossiou, 1997) , there is a Ushaped age effect (Blanchflower and Oswald, 1999) , and the most highly educated are the least satisfied in their jobs (Clark and Oswald, 1996; Sloane and Williams, 1996) .
Incentives and Job Satisfaction
While the literature on happiness and well-being has advanced at a rapid pace, and the theory of firms' choice of incentive contracts is firmly rooted in the agency problem, formal theoretical consideration of the impact of financial incentives on job satisfaction appears to be irrelevant from an economic perspective. The reason is that due to the fundamental economic assumption of disutility of effort, employers who adopt PRP schemes should compensate for the disutility of the extra effort (plus the risk bearing costs) by offering higher wages on average. Thus, the (reservation) utility of individuals who receive performance-enhancing pay should, in equilibrium, be equal to that of nonrecipients.
Nevertheless, once the assumption of the selfish homo economicus is relaxed, and the possibility that an agent may perform an activity due to the fact that it is inherently enjoyable (over some range) is acknowledged, the influence of an external reward on individual job satisfaction becomes less clear-cut. Allowing for the fact that rational individuals may receive an intrinsic satisfaction from their jobs raises the possibility that extrinsic intervention may trigger psychological responses that will alter the agent's utility from work. This forms the basis of cognitive evaluation theory (Deci and Ryan, 1985) , which asserts that the ultimate effect of performance-contingent compensation on the intrinsic motivation to perform a task depends on its impact on perceived selfdetermination and esteem. Thus, it has been argued that if incentives are perceived by individuals as being supportive, they facilitate worker autonomy and foster self-esteem, thus enlarging self-determination. In that case intrinsic motivation is crowded-in, and PRP schemes should enhance inherent job satisfaction. In contrast, rewards that are regarded as controlling, or as intended to coax the individual into performing an activity, are likely to cause a shift in the attributed cause of the behaviour from an internal to an external source. With such a shift in the locus of control, tying wages to performance indicators will crowd-out the utility that employees derive from the work itself (the 'hidden cost of reward').
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For either of these reasons it is expected that monetary inducements are unlikely to have a neutral effect on the subjective job satisfaction scores of individuals.
shaped from the rewards produced by performance, which are valued outcomes in themselves (Judge et al., 2001, p. 378) .
Standard economic theory also fails to account for the fact that PRP will, in all likelihood, alter the recipient's relative status. The idea that reference-dependent preferences (whereby some arguments of the utility function are relative, rather than absolute) describe human behaviour more accurately is now firmly ingrained in the literature of well-being. 5 Thus, if job utility depends on both the level of pay and on pay relative to some reference point or aspiration level, it is clear that incentive pay could significantly affect job satisfaction through both of these routes.
Finally, given the overwhelming evidence that workers attach an equal (or even greater) value to other facets of their jobs besides wages and hours worked, it is to be expected that PRP will affect overall attitudes towards work by influencing individual perceptions of the security of employment, of inter-personal relationships and of equity and fairness, among others.
The analysis above therefore highlights the ambiguous theoretical impact of performance-related pay (PRP) on overall job satisfaction, whilst emphasizing that other socio-economic factors are likely to exert dissimilar influences on the utility of otherwise identical workers who are rewarded under different payment schemes. We now turn to the empirical analysis of this paper in order to test whether this hypothesis holds.
An overview of the data
This paper uses data from waves eight to eleven of the British Household Panel Survey (BHPS). The BHPS is a nationally representative survey that each year interviews a random sample of nearly 10,000 individuals in approximately 5,500
British households, the addresses of which are taken from the National Postcode Address File. The cumulative attrition in the BHPS has been shown to be of a limited magnitude such that it does not lead to serious inference bias (Nathan, 1999; cited in Gardner and Oswald, 2001 ). It contains a wealth of information on employees'
personal and employment characteristics. Respondents in employment are also asked about their satisfaction with seven specific facets of their jobs (promotion prospects, total pay, relations with supervisors, job security, ability to work on their own initiative, the actual work itself and hours of work) evaluated on a seven point scale (where a value of one corresponds to 'not satisfied at all' and seven reflects 'complete satisfaction'). The questions regarding promotion prospects, relations with boss, and the use of initiative were discontinued after the seventh wave. Individuals are also asked to rate their overall job satisfaction on the same seven-point scale. As in most empirical work in this field, this study employs these job satisfaction questions to identify the determinants of the quality of employment as perceived by the individual workers themselves.
In this paper the sample is restricted to individuals between 16 and 65 years of age Table 1 contains the characteristics of employees with and without PRP. The percentage of male workers is higher among those receiving PRP than it is among those on alternative wage schemes. Employees whose remuneration is linked to their performance are also more likely to be younger, have union coverage at their workplace, in full-time and permanent jobs offering promotion and career opportunities (in the sense that wages rise on an incremental scale) and in larger firms. They are also found primarily among managerial/administrative and clerical/secretarial occupations and in the private sector or the Civil Service. No major differences exist with respect to educational qualifications and marriage/partner status.
The distribution of overall job satisfaction by type of employee is displayed in Figure 1 . While a higher proportion of employees receiving incentive pay state the satisfaction values of 3 or 5, it appears that a larger percentage of workers on other pay systems consider themselves as completely satisfied (level equal to 7). It is also evident that there is a bunching of employee responses towards the higher satisfaction categories.
Finally, to gain some insight into the correlations in the raw data, Table 2 presents the means of overall job satisfaction over some of the characteristics of interest for this study, broken down by method of pay. The data demonstrate that regardless of pay status men are less satisfied with their jobs than women, there is a U-shaped effect of age on job satisfaction, and that no union coverage, promotion and career opportunities, and part-time employment lead to higher average satisfaction levels. This is also true for those individuals with a partner, on permanent jobs and in smaller firms.
Comparing the two types of employees now, one can see that for most categories the mean satisfaction of individuals on non-PRP rewards is higher than of those receiving PRP. Nonetheless, this is not the case for higher educated employees, those with nonpermanent contracts and those who work in the NHS/Higher education sector.
Econometric Methodology
For the rest of the paper a multivariate regression methodology is employed in order to uncover the true ceteris paribus influence of the explanatory variables on job satisfaction. As noted above, it is expected that the aggregate workforce will be sorted into jobs that offer PRP and those that pay other salaries, since the compensation strategies of firms should reflect their optimal evaluation of costs and benefits given the nature of their production technology. Moreover, since the provision of incentive pay is likely to trigger significant disparities in the psychological reactions and in the workplace experiences facing the two types of workers, one expects that the salient determinants of job satisfaction will not be the same for both groups. Of course, although within the same type of worker category there may be some distinction in the manner in which incentives affect individual attitudes to work, made more probable by the fact that our measure of PRP does not distinguish between the many alternative reward methods that are available (e.g. bonuses, commissions, merit pay etc.), the assumption is made that similar forces should operate within the same type. Thus, in the analysis that follows the overall sample has been split into PRP and non-PRP subsamples.
Given the decision to separate workers according to their method of pay, a Heckman-type model is employed in order to correct for the incidental truncation problem that arises. Specifically, as Lazear's (1986) 'sorting' model has convincingly illustrated, when examining the consequences of incentive contracts self-selection by workers into their preferred pay scheme is likely to occur. In Lazear's model jobs with PRP attract workers of higher ability, which is likely to be unobservable to the survey statistician. It follows that if selectivity is not taken into account an OLS regression using the selected sub-samples will lead to inconsistent estimates (Heckman, 1979) . Thus, in order to correct for this problem this paper utilizes a model commonly known as a "switching regression with endogenous switching". This procedure was most notably espoused by Lee (1978) .
The switching regression model consists of two job satisfaction equations (JS), one for each type of worker (i = 1,…, N; j = PRP and other):
and one "selection equation" which determines which sector individuals choose:
where from equations (1) Of course, PRP i * is unobserved, but we know that:
Thus, our observed job satisfaction data are defined as follows:
6 The logarithm of the hourly wage was constructed in a standard manner as follows:
where PAYGU is the usual gross pay per month in the current job (including regular bonuses and commissions associated with PRP systems but excluding one-off payments such as Christmas bonuses or redundancy payments), deflated by 1991 prices, HOURS is number of hours normally worked per week, and HOURSOTPD is paid overtime hours of individual i (where we assume that each hour of overtime is paid at 1.3 times the standard hourly rate).
and it is evident that since
= ρ, estimation by OLS will result in inconsistency.
In order to consistently estimate β and γ a Heckman two-step procedure is therefore required. In the first step the selection equation (3) is estimated using the probit method,
given the binary nature of the PRP variable. The estimated coefficients from this equation, , are then used for the calculation of the inverse Mills ratios (one for each group), as is illustrated below:
In the second step the job satisfaction equations are estimated including the respective Mills ratios as independent variables, as follows:
The estimated coefficients of β and γ should now provide consistent estimates of the marginal effect of X ji and W ji on JS ji . This will not be the case, however, if W ji and JS ji are endogenously determined, implying that 0
In fact, it is reasonable to expect that wages and job satisfaction belong to a simultaneous system, given that ever since Adam Smith advocated his theory of 'compensating differences' it has been well understood that wages and utility are interlinked. It also seems plausible that attitudes towards the job (such as job satisfaction) should be related to behaviours on the job (such as performance), with subsequent consequences for wages (Fishbein, 1973;  cited in Judge et al., 2001, p. 378) . It is therefore evident that correcting for endogeneity is necessary if one wishes to identify the correct effect of W ji on JS ji .
For this reason equations (11) and (12) 
Wooldridge (2002, p. 567) illustrates that this TSLS procedure with the inverse Mills ratio added to the regressors is consistent. Of course, in order to fulfil the identification requirements the chosen identifying restrictions Z i need to be orthogonal to the structural model -E(Z i ′η ji ) = 0 (the exogeneity condition), but sufficiently partially correlated with W ji (the rank condition). The importance of satisfying this latter condition has been highlighted by Bound et al. (1995) , who showed that, despite large sample sizes, when the instruments are only weakly associated with the endogenous regressors, even a weak
Cov(Z i , η ji ) can lead to large inconsistencies (and finite sample biases) in IV estimates.
More recently Staiger and Stock (1997) and Stock et al. (2002) It is not a straightforward task to come up with valid instruments that satisfy these conditions, which may partly explain why much of the job satisfaction literature has overlooked the problem. To the knowledge of the authors only three studies (Lydon and Chevalier, 2002; Mavromaras and McAvinchey, 2004; Pouliakas and Theodossiou, 2004) have relaxed the assumption of weak exogeneity of the wage variable. In this paper, since the emphasis is on correcting for selectivity whilst also taking into account the endogeneity of W, identification requires at least two exclusion restrictions in the structural JS equations. Consequently, and in order to identify the second moments of the structural coefficients, four variables have been included in the Z i matrix in addition to Before reporting the empirical estimates three technical issues need to be addressed.
Firstly, in the absence of any appropriate econometric software that would compute
Heckman and IV estimators of ordered latent response models, the decision was taken to follow Freeman's (1978) inconsistency, as they fail to take into account the estimation error in the generated regressor λ j (Wooldridge, 2002, p. 568) . In order to tackle this problem we have therefore bootstrapped the data with 1000 replications. Table A1 in the Appendix describes the results (and marginal effects at the means of Z) of equation (3), the bivariate probit of performance pay. It is evident that the restrictions for identifying the selection equation are significant. Individuals of households that possess more consumer durables are more likely to be members of contingent pay schemes, other things equal. In addition, it appears that the probability of receiving incentive pay is reduced for those individuals whose spouse works in part-time employment. Finally, our intuition that company ownership of the household vehicle should be positively correlated with PRP is confirmed. All of these instruments are statistically significant variables in the PRP selection regression at the 5% level, while a test of their joint insignificance is clearly rejected at the 1% level (χ 2 (4) = 25.7 > χ 2 critical (4) = 13.27).
Empirical Results
Correcting for Self-Selection
The remaining control variables have generally expected signs. Working long hours ('burning the midnight oil') and in larger firms raises the probability of a worker receiving PRP, in accordance with Brown's (1990) observation that piece-rate systems entail fixed costs that can be spread more evenly over more workers in large establishments. 7 This also seems to be the case for trade union members, thus implying that British unions opt for PRP systems to protect their workers against supervisory discretion at the cost of solidarity-enhancing wage equality. The probability of receiving PRP is also positively related to whether the employee has promotion prospects at his current employment, or whether his or her salary increases on an incremental scale, thus indicating complementarities in the manner in which incentive devices are utilized by British firms. In contrast, age, health status, and sex do not seem to be correlated with the likelihood of PRP. 8 Finally, it is well known that explicit incentive contracts have always been more common in the private than in the public sector (Burgess and Ratto, 2003) , and this is confirmed in our data for the local government and health and higher education sectors. However, it appears that the extension of PRP to practically the whole 7 "Large firms with extensive hierarchies may also have more resources, particularly in terms of compensation specialists, to devote to the development of incentive schemes" (McKersie, Miller and Quarterman, 1964; cited in Drago and Heywood, 1995, p. 5) . 8 In other words, Goldin's (1986) assertion that women are more likely to receive performance pay, since the more frequent disruption in their careers makes promotion schemes less effective motivators, is not borne out in this data set. of the Civil Service over the last few years (as described by Marsden and Richardson, 1992 ) has taken its toll. 
Determinants of Job Satisfaction by Method of Pay
From the coefficients of Table A1 the relevant Mills ratios, as described in (9) and (10), are obtained, and subsequently included in the estimation by TSLS of the job satisfaction equations (11) and (12). Due to space limitations we refrain from describing the results of the reduced form regressions of wages (equation (13)), though the output is readily available from the authors upon request. It suffices to say that the standard findings of previous Mincer-type estimations are confirmed, and that the chosen instruments satisfy the rank and exogeneity conditions. Specifically, in the first-stage wage regression for workers receiving PRP, the F-statistic testing the joint insignificance of the excluded instruments is F(4, 2109) = 17.71, while in the non-PRP wage regression it is F(4, 7700) = 38.70. Both of these clearly satisfy the Staiger and Stock (1997) rule of thumb, which requires the first-stage F statistic to be larger than 9 in order to avoid the problem of weak identification. The corresponding Hansen-J statistics of χ 2 (3) = 1.99 and χ 2 (3) = 0.99 for the PRP and non-PRP regressions, respectively, also fail to reject the null hypothesis that the selected instruments are valid in these sub-samples. All of the relevant statistical tests hence indicate that the restrictions for identifying the endogeneity effects in this study are adequate. Table 3 contains the coefficients that are concurrently purged from endogeneity in W and adjusted for self-selection bias (equation (14)). From this table it is clear that the marginal effect of some of the explanatory variables on the job satisfaction of PRP and non-PRP workers differs. Interestingly, once one controls for the non-causal relationship between wages and job satisfaction, absolute pay has no statistical significance for both groups of workers. This result is an agreement with a number of studies that have shown that "income not only weakly predicts overall quality of life but also satisfaction in the life domain with which income is intimately associated-work" (Malka and Chatman, 2003, p. 737) . Clark (1999) , for example, reports an insignificant coefficient in the current pay variable using the first two waves of the BHPS, and interprets this as reflective of the fact that reference-dependent preferences describe human behaviour more accurately. Other authors have also shown that actual wages have no significant effect on the overall job satisfaction of women (Leontaridi and Sloane, 2001) , or on some of the facets of job satisfaction (such as security and the actual work itself; see Pouliakas and Theodossiou, 2004) , which could also help explain our finding.
Evidence of self-selection is only found among those workers who are not in receipt of PRP. The Mills ratio, an indicator of the extent to which the employees' characteristics affect the satisfaction score they report, is found to be positive and statistically significant for this group. This implies that unobserved characteristics, which influence an individual's decision on whether to opt for non-performance-based schemes, have a positive effect on the utility from work once he/she chooses to work in the non-PRP sector.
With respect to the remaining independent variables a statistically significant Ushaped age effect, and negative coefficients for union and full-time workers are only found in the non-PRP sub-sample. Significant negative effects for larger firms, working in the Civil Service, and on the duration of commuting to work are also only observed for workers on non-contingent pay. Similarly, individuals who have a partner, or enjoy good health, seem to be happier with their jobs in the non-PRP sector. In contrast, females, workers with career opportunities, and those who have fewer educational qualifications are more satisfied with their work regardless of the method of pay.
Average Job Satisfaction by Method of Pay
Based on the regression output of Table 3 , it is now possible to test whether a significant difference in the average job satisfaction, , of the two types 10 Since individuals receiving more than £10.80 per hour in the UK are likely to belong to the highest decile of the earnings distribution, we conclude that incentive pay has a positive effect on the mean job satisfaction of (very) high-paid workers only.
Discussion and Satisfaction with Pay
This prediction might seem to be at odds with the empirical findings of most studies investigating the relationship between methods of pay and earnings. According to these, workers earning part (or all) of their income due to explicit incentives have higher mean wages than those who are paid hourly rates or salaries (Seiler, 1984; Brown, 1992; Booth and Frank, 1999) . This result holds even after the sorting effects of variable pay are controlled for by the use of fixed effects regressions (Parent, 1997; Lazear, 2000) . In fact, the impact of this difference in wages on individual attitudes can be seen if we replicate the analysis of this paper using the 'satisfaction with earnings' question as the dependent variable. Table 4 reassuringly indicates that current pay is a significant determinant of pay satisfaction, and that the marginal effect of wages is larger for individuals receiving PRP than those on alternative pay (though the difference is not statistically significant). Furthermore, from Figure 4 , which depicts the average pay satisfactions of the two types of workers, a scissor-shaped graph is uncovered as before, albeit one in which the crossing point of the two plots is at the much lower real hourly wage value of £6.8. 11 However, it has to be borne in mind that, as was confirmed by the insignificant coefficient of wages in Table 3 , the absolute level of pay "tends to be ranked relatively lowly in terms of what individual workers claim is important to them in their jobs" (Leontaridi and Sloane, 2001, p. 6) . Thus, despite the fact that PRP appears to have a positive impact on the pay satisfaction of a much larger fraction of workers, it is 11 Two independent WMW tests confirm once again that there is a significant difference (at the 1% level) in the pay satisfactions of workers on alternative wage schemes, with non-PRP workers being more satisfied than their PRP counterparts for wages that are below the threshold of £6.8 (WMW z-value = 10.36), while the reverse pattern holds for wages that are above the threshold (WMW z-value = -21.768).
probable that via its effect on the other facets of jobs it only results in greater overall happiness among those workers who are at the top of the earnings distribution.
In the absence of any clear-cut theoretical predictions regarding the differential impact of PRP on the job satisfaction of workers by wage level, in this final section of the paper we discuss potential explanations for the pattern that is observed in Figure 3 . The finding that at low wages individuals receiving incentive pay derive less utility from their jobs is consistent with the idea these workers might perceive such compensation schemes as controlling. In light of recent evidence that low-paid workers in the UK are not significantly less satisfied with their jobs compared to high-paid employees (Leontaridi and Sloane, 2001; Pouliakas and Theodossiou, 2005[a] [b]), presumably because there is compensation in the non-monetary features of their jobs, the provision of extrinsic incentives may divert the attention of workers away from these non-pecuniary and intrinsically rewarding aspects of work. This effect would be magnified if, in accordance with the theory of cognitive dissonance, individuals in low wage jobs feel the need to convince themselves that they are doing important work despite the low pay. Figure 3 therefore suggests that the negative impact of PRP on the self-attribution of motives by low-paid individuals outweighs the more 'economically-driven' expectation, which would posit that the marginal benefit of extra income should be higher for those workers whose basic needs have not been satisfied yet. In addition, low wage workers are expected to suffer from a greater inability to diversify the extra risk that is inherent in the variability of PRP wage systems, which is not the case for those employees on the higher rungs of the income distribution.
Workers enjoying high wages are, instead, more likely to perceive incentive rewards as supportive. "In terms of Maslow's (1954) hierarchy of needs, excess income can aid in the satisfaction of esteem needs because high income implies high competence and overall personal worth. So, even when satisfaction of basic physiological and security needs is not an issue, some people will value high income as a marker of competence and personal worth" (Malka and Chatman, 2003) . In addition to this, the size of the additional rewards that arise from incentive pay might also act as a signal of recognition and higher status within the organization for workers who are already high in the hierarchy.
Concluding Remarks
By using an econometric procedure that corrects job satisfaction equations for both self-selection of individuals into their preferred compensation scheme and wage endogeneity, this study showed that significant differences exist in the average utility that individuals derive from their work depending on method of pay. Investigating these differences further also revealed that incentive pay has a positive effect on the mean job satisfaction of (very) high-paid workers only. A potential explanation for this pattern could be that for lower-paid employees PRP is perceived to be controlling, whereas higher-paid employees derive a utility benefit from what they perceive as supportive reward schemes. Using performance pay as an incentive device in the UK could therefore prove to be counterproductive in the long run for certain low-paid occupations. Notes: Standard errors robust to arbitrary heteroscedasticity and the repeat sampling of individuals over time; *** significant at 1%; All regressions include controls for region (11), occupation (9) and industry (10); The complete regression output is available from the authors upon request. : 1998, 1999, 2000, and 2001 (omitted category: 1998) .
TABLE A2 VARIABLE CODES WITH DESCRIPTION
